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April 25, 2008
To Our Shareholders,

2007 was again a very successful year for Arlington Tankers, both in terms
of our financial results and maintaining Arlington's position as an
industry-leading, high dividend yield tanker company. When we
completed our initial public offering in 2004, we estimated that we would
earn dividends of $1.90 per share for fiscal year 2007.We are very pleased
that we substantially beat this estimate with dividend earnings of $2.32
per share in fiscal 2007. This favorable dividend performance resulted
from the two vessels that we added to our fleet early in 2006, continued
favorable tanker market conditions, which generated additional revenues
from profit share arrangements for four of our vessels, and diligent
management of the Company’s costs.

Our mission continues to be the generation of stable and predictable
cash flow from our fleet of tankers that enables the payment of quarterly
dividends to shareholders.The key elements of our strategy are to acquire
tankers of high quality, to charter our tankers to experienced charterers
under long-term, fixed-rate charters and to arrange for experienced ship
managers to operate our fleet,

We have paid to our shareholders quarterly cash dividends totaling over
$111 million, or $7.17 per share, since our inception. We believe that our
fixed-rate, long-term charters and fixed-rate vessel management
arrangements contributed to the predictable dividend that we have
generated in our short history. Our additional hire through the profit
sharing arrangements has also contributed to our dividend performance
by almost $9.9 million, or almost $0.64 per share, in the 14 quarters since
our inception.

Tanker Market Update

From a historical perspective, the overall performance of the tanker
market, in terms of freight tankers rates and asset values, was very good
in 2007. Demand for modern, high-quality vessels continued to grow.
Although there was some downward pressure on freight rates in 2007
relative to the preceding three years, rates continued to provide for very
profitable voyages. Vessel operating costs were under more pressure in
2007 than in the preceding two to three years as fuel costs for voyages
increased with the price of oil, labor costs increased due to a shortage of
qualified seafarers, and the continued decline in the value of the dollar.
Fortunately, due to the nature of Arlington’s fixed-rate charters and fixed-
rate vessel management arrangements, we are much less exposed to
volatility in tanker rates and vessel operating expenses than other tanker
companies.

2007 freight rates benefited from continued robust demand from the
world's largest cil consumers, who remained net importers of crude oil
and oil products, and required increased tanker transportation volumes
over longer distances to meet their demands. Global oil demand has
been increasing yearly for more than two decades as the world continues
to sustain economic growth. These trends continue to increase the
demand for tanker transportation.

The international mandate for environmentally safe tankers is another
trend that we expect will continue to favor newer tankers, including our
fleet, which consists entirely of modern, double-hulled vessels. The
requirement to phase-out single-hulled tankers, arising under both
United States regulations and international conventions, is expected
to create a world tanker fleet that is entirely double-hulled.
The newbuilding order book of double-hulled tankers, when delivered
into service during the next several years, is sufficient to complete the
favorable transition of the fleet profile of our industry. We expect that this
will enhance the safety of our vessel crews, the cargoes we transport, and
the marine environments in which we trade.

As global oil and energy consumption continues to increase side by side
with economic progress, we believe that demand for our modern double-

hulled tankers and the economics associated with the maritim
transportation industry will continue to be positive.

Financial Markets

While vessel purchase prices continued at record high levels, 2007 sa
significant tightening in the credit markets due to the fallout of the sulj
prime mortgage crisis and worsening economic conditions in the Unite
States and elsewhere. Towards the end of 2007, both the debt and equit
capital markets tightened and the cost of raising capital increase
making it more difficult to finance the purchase of vessels. Thus, the
was a considerable slowdown in purchase and sale transacticns and tH
economics of transactions became more difficult to justify due to th
higher cost of capital. We see the current conditions in the debt an
equity capital markets as our biggest challenge in the near-term.

Our Fleet

Qur fleet, consisting of eight double-hulled vessels, is one of the young
tanker fleets in the world. We operate in three different tonna
segments. The vessels in our madern fleet were selected for their co
efficiency and overall safety. They enable us to serve our customers a
to bring value to our shareholders during their many trading years ahe

We have four identical Product tankers capable of carrying not o
refined products, but also dirty petroleum products, chemical carg
and vegetable and edible oils. These vessels are particularly versatile a
sophisticated, and we believe that they are the most marketable vess
in their class regardless of market conditions.

tn addition, we have two Panamax tankers and two large V-Max tank
Our V-Max vessels are the only VLCCs available today that have been b
with two completely separate propulsion systems, which provide

redundancy and a safety advantage compared to other large tank
Additionally, our V-Max tankers are designed specifically to carry sig
cantly more cargo into restricted draft ports than other large tankers.
provides our customers with competitive economic advantages

enables them to achieve a freight cost advantage over their competit

Our Future

We are currently in a period of positive growth in the mariti
transportation industry. Over the next several years, we believe
economic conditions in our industry will remain healthy. Arlington's f!
is modern, technically advanced, and expertly managed. Our fixed-
time charters provide a good foundation for the future. We are
pleased that during our 14 quarters of operation, we have delivered t
cash dividends to shareholders well in excess of our original estimates
intend to continue to build on this foundation in the future in a financi
responsible and disciplined manner, with the goal of continuin
deliver quarterly cash dividends to our sharehclders.

On behalf of the Company, | would like to thank our shareholders for t
continued commitment and support.

Sincerely,

Kl T

Edward Terino
President, Chief Executive Officer
and Chief Financial Officer

Hamilton, Bermuda
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In this Annual Report on Form 10-K, references to “we,” “our,” “us” and the “company” refer to Arlington Tankers
Ltd. and, as the context requires, our subsidiaries.




PART I

Cautionary Statement Regarding Forward Leoking Statements

This Annual Report on Form 10-K contains certain forward-looking statements within the meaning of
Section 21E of the Securities Exchange Act of 1934, as amended, which we refer to as the Exchange Act, and
information relating to us that are based on beliefs of our management as well as assumptions made by us and
information currently available to us, in particular under the headings “Item 1. Business” and “Item 7. Manage-
ment’s Discussion and Analysis of Financial Condition and Results of Operations.” When used in this document,
words such as “believe,” “intend,” “anticipate,” “estimate,” “project,” “forecast,” “plan,” “‘potential,” “will,” “may,”
“should,” and “expect” and similar expressions are intended to identify forward-looking statements but are not the
exclusive means of identifying such statements. All statements in this document that are not statements of historical

fact are forward-looking statements. Forward-looking statements include, but are not limited to, such matters as:

(1) LERT) LLITY

» future operating or financial results;
« future payments of quarterly dividends and the availability of cash for payment of quarterly dividends;

» statements about future, pending or recent acquisitions, business strategy, areas of possible expansion, and
expected capital spending or operating expenses;

» statements about tanker market trends, including charter rates and factors affecting vessel supply and
demand;

* expectations about future revenues from sub-charters;

» expeclations about the availability of vessels to purchase, the time which it may take to construct new
vessels, or vessels” useful lives; and

« our ability to repay our secured credit facility at maturity, to obtain additional financing and to obtain
replacement charters for our Vessels.

Such statements reflect our current views with respect to future events and are subject to certain risks,
uncertainties and assumptions. Many factors could cause our actual results, performance or achievements to be
materially different from any future results, performance or achievements that may be expressed or implied by such
forward-looking statements, including, among others, the factors described in “Item 1A. Risk Factors” and the
factors otherwise referenced in this report. Should ene or more of these risks or uncertainties materialize, or should
underlying assumptions prove incorrect, actual results may vary materially from those described in the forward-
looking statements included herein. We do not intend, and do not assume any obligation, to update these forward-
looking statements.

ITEM 1. BUSINESS
Overview

We were incorporated in September 2004 under the laws of Bermuda as a jointly owned subsidiary of Stena AB
(publ), or Stena, and Concordia Maritime AB (publ), or Concordia, a Swedish company and an affiliate of Stena.
Stena is one of the largest privately held companies in Sweden, with over 6,700 employees. Concordia has been
involved in the shipping business for over 20 years. Stena and Concordia continue to be shareholders of the
Company and, based on their filings with the SEC, purchased an additional 3.6% of our outstanding common shares
in 2007 such that, as of November 19, 2007, they directly and indirectly owned an aggregate of approximately
18.0% of our outstanding common shares. As a result of Stena’s purchase of additional common shares in 2007,
Stena and Concordia may be considered “interested shareholders” for purposes of our bye-laws. Please see
“Itemn | A. Risk Factors — Concordia and Stena’s ownership interest in our company can have significant influence
over the Company, including the outcome of shareholder votes and our ability to conduct future business or modify
existing agreements with Stena or Concordia.”

Our fleet consists of eight tankers, which we refer to as the Vessels. In November 2004, we acquired our
original fleet of six tankers consisting of two V-MAX tankers, two Panamax tankers and two Product tankers, which
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we refer to as the Initial Vessels. On January 5, 2006 we acquired two additional Product tankers, which we refer to
as the Additional Vessels. We have eight wholly owned subsidiaries, each of which owns one of the Vessels. We
purchased the two V-MAX tankers from subsidiaries of Concordia, the four Product tankers from subsidiaries of
Stena and the two Panamax tankers from two companies owned 75% by Stena and 25% by Fram Shipping Ltd.,
which we refer to as Fram.

We have chartered our two V-MAX tankers to two wholly owned subsidiaries of Concordia. We have chartered
our two Panamax tankers and four Product tankers o Siena Bulk AB, a wholly owned subsidiary of Stena. We refer
to our charters for our Vessels as the Charters. We refer to these two Concordia subsidiartes and Stena Bulk AB
collectively as the Charterers.

The Charters have fixed terms that expire at various dates in 2008, 2009 and 2010. The Charterers have options
to extend the term of the Charters for each of the Vessels. We also have an option to extend the term of the Charters
of the Additional Vessels. The Charters provide for a fixed base charter rate which we refer to as Basic Hire and, in
some cases, the potential to earn Additional Hire as explained below under the caption Additional Hire. Each of our
wholly owned subsidiaries has also entered into a fixed rate ship management agreement with Northern Marine
Management Ltd., a wholly owned subsidiary of Stena which we refer to as Northern Marine, to provide for the
operation and maintenance of each of our Vessels.

At the time we acquired our two V-MAX Vessels, these Vessels were sub-chartered by Concordia to Sun
International. The sub-charter with Sun International relating to the Stena Victory expired on October 20, 2007. The
sub-charter with Sun International relating to the Stena Vision was originally due to expire within 30 days of June 30,
2007. However, because that vessel was off-hire for repairs, Sun International has exercised its right to extend the
term of the sub-charter relating to the Stena Vision so that it is now due to expire within 30 days of July 31, 2008.

The sub-charter rate that Concordia received from Sun International with respect to the Stena Victory, and the
sub-charter rate that Concordia continues to receive from Sun International with respect to the Stena Vision, is
greater than the Basic Hire rate that we recetve from Concordia. Therefore, we earned Additional Hire revenue
while the Stena Victory was sub-chartered to Sun International, and we continue to earn Additional Hire revenue
while the Stena Vision is sub-chartered to Sun International. The amount of this Additional Hire is equal to the
difference between the amount paid by Sun Internaticnal under its sub-charters with Concordia and the Basic Hire
rate in effect, less ship broker commissions paid by the Charterer in an amount not to exceed 2.5% of the charterhire
received by the Charterer and commercial management fees paid by the Charterer in an amount not to exceed 1.25%
of the charterhire received by the Charterer. The Additional Hire revenue associated with the ongoing Sun
International sub-charter of the Stena Vision is guaranteed, meaning that we are paid the Additional Hire revenue by
Concordia whether or not the Vessel is in service during the term of the Sun International sub-charter.

Immediately following the expiration of the sub-charter of the Stena Victory with Sun International, on
October 20, 2007, the Vessel commenced operating under a new two-year sub-charter agreement between
Concordia and Eiger Shipping. SA, an affiliate of the shipping branch of LukOil commeonly known as Litasco.
In addition, immediately following the expiration of the sub-charter of the Stena Vision with Sun International, we
expect the Vessel to commence operating under a new two-year sub-charter agreement between Concordia and
Eiger Shipping. The sub-charter rate that Eiger Shipping is obligated to pay to Concordia is greater than the Basic
Hire rate that we will receive from Concordia. Therefore, we expect to earn Additional Hire revenue while the V-
MAX vessels are under the Eiger Shipping sub-charters in addition to the Basic Hire. The Additional Hire revenue
will not be exposed to fluctuations in spot market rates. Additional Hire for the V-MAX tankers under the Eiger
Shipping sub-charters will be based on the time charter hire received by Concordia under the sub-charters.
Additional Hire revenues under the Eiger Shipping sub-charters are not guaranteed, meaning that we will eam
Additional Hire only when the Vessels are in service. In the event that the V-MAX tankers are off-hire, we will not
be eligible to earn Additional Hire revenue from the profit sharing provisions on the days that the Vessel is off-hire.
Based on the time charter rates under the Eiger Shipping sub-charters and assuming that both V-MAX vessels
operate for 90 days per quarter, we expect the V-MAX tankers to generate Additional Hire revenues of approx-
imately $350,000 per Vessel per quarter in addition to the guaranteed Basic Hire levels, while the Vessels are sub-
chartered to Eiger Shipping.




We believe that our fleet is one of the youngest in the world, with an average age as of December 31, 2007 of
approximately 4.2 years compared to the world average of approximately 10.6 years for all tankers according to
Clarkson Research Studies Ltd. The two V-MAX tankers, which came into service in 2001 are approximately six
years old, and the Panamax and Product tankers, which came into service during 2004 and 2005, are each less than
four years old. All of our tankers have double hulls and are of very high quality.

Strategy

Our sirategy is designed to generate stable and generally predictable cash flow through long-term fixed rate
charters, which reduces our exposure to volatility in the market for seaborne oil and oil product transportation. We
intend to pay dividends in accordance with our dividend policy, which is described below in “Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Dividend Policy”. The following are
the key elements of our strategy:

« Acquire high quality tankers. Our two V-MAX tankers were built in 2001 and our six other tankers entered
service during 2004 and 2005. All of our tankers have double hulls and have been designed to provide more
efficient transportation of oil and oil products compared to other standard ship designs. We will consider
acquiring additional tankers in the future. Any such acquisition will require additional financing and the
consent of our lender under our current secured credit facility.

s Time charter our tankers to experienced charterers. We time charter our tankers to subsidiaries of Stena
and Concordia. Stena and Concordia have agreed to guarantee their respective subsidiaries’ obligations
under the Charters. Stena operates a fleet of oil tankers. Stena’s current customers for its fleet of owned and
chartered-in tankers include major oil companies such as ChevronTexaco Corporation, the Royal Dutch/
Shell Group of Companies, ConocoPhillips and BP plc. The two V-MAX tankers in our fleet are chartered by
Concordia one of these V-MAX tankers is currently sub-chartered to Sun International and the other is
currently sub-chartered to Eiger Shipping.

« Charter our tankers under long term fixed rate charters. Our existing Charters are designed to generate
stable and generally predictable cash flow and reduce our exposure to the volatility in tanker spot rates. Some
of our charters provide for an opportunity to earn Additional Hire during favorable market conditions. The
Basic Hire payable to us under our Charters will increase annually by an amount equal to the annual increase
in the fees payable by us under the ship management agreements.

« Arrange for ship management contracts with an experienced ship manager. We have entered into ship
management contracts with Northern Marine for each of our Vessels. Under these agreements, Northern
Marine has assumed all responsibilities for the technical management of the Vessels, including crewing,
maintenance, repair, drydocking and insurance for a fixed daily fee per Vessel which increases 5% annually.
In addition, Northern Marine has agreed to indemnify us for our loss of Basic Hire and direct costs in the
event, for circumstances specified under the Charters, the Vessel is off-hire or receiving reduced hire for
more than five days during any twelve-month period, net of amounts received from off-hire insurance. These
arrangements are designed to provide stable and generally predictable operating costs for our fleet.

Competitive Strengths

We believe that our fleet, together with our contractual arrangements with the Charterers and Northern Marine,
give us a number of competitive strengths, including:

« one of the youngest fleets of tankers in the world;
- diversified exposure to three sub-segments of the tanker market;
« two unique V-MAX tankers;

+ vessels managed by Northern Marine, which we believe is one of the industry’s most qualified vessel
managers;




* fixed rate time charters intended to provide stable and generally predictable cash flow, reducing our exposure
to volatility in tanker spot rates, and, in six of our charters, profit sharing agreements which provide the
opportunity 1o eam Additional Hire revenues; and

+ fixed operating costs under our ship management agreements,

Our Fleet

We acquired our six Initial Vessels from Stena, Concordia and Fram concurrently with the completion of our
initial public offering on November 10, 2004. We acquired Stena Concept and Stena Contest from Stena on
January 5, 2006. The following chart summarizes certain information about our fleet.

Initial Charter Latest Charter

Vessel Type Year Built Dwt Date Acquired Expiration Date(1) Expiration Date(l)
V-MAX

Stena Victory. .. ... 2001 314,000 November 10, 2004 November 9, 2009  November 9, 2012
Stena Vision ... ... 2001 314,000 November 10, 2004 November 9, 2009  November 9, 2012
Panamax -

Stena Companion . . 2004 72,000 November 10, 2004 November 9, 2008 November 9, 2011
Stena Compatriot . . 2004 72,000 November 10, 2004 November 9, 2010  November 9, 2013
Product

Stena Concord . . .. 2004 47400 November 10, 2004 November 9, 2008 November 9, 2011
Stena Consul. . .. .. 2004 47,400 November 10, 2004 November 9, 2010 November 9, 2013
Stena Concept . . . .. 2005 47,400 January 5, 2006 January 4, 2009 July 4, 2011
Stena Contest . . . .. 2005 47,400 January 5, 2006 January 4, 2009 July 4, 2011

(1) Each of the charters contains renewal options described in greater detail below.

All of our tankers have double hulls and are of very high quality. These tankers are fitted with long-term
planned maintenance software programs so that all routine machinery adjustments are done effectively and with
minimal disruption in service.

Our V-MAX tankers were designed by Stena and Concordia to provide more efficient transportation and
increased safety over standard VLCCs. The body of our V-MAX tankers is wider than a conventional VLCC. This
enables these Vessels to carry more cargo at a shallower draft, which lowers transportation costs. Qur V-MAX
tankers also have two rudders and propellers, which improve vessel maneuverability and port access. These tankers
have been designed for a structural fatigue life of 40 years. Qur V-MAX 1ankers typically load crude oil in West
Africa and discharge in Philadelphia, which is a port that cannot be accessed by conventional VLCCs.

Our Panamax tankers have fully epoxy coated tanks and a tank design that permit the Vessels to change from
transporting dirty to clean petroleum products faster than a standard vessel of this class. Our Panamax tankers also
have integrated bridge systems, unique in vessels of this class, that provide increased efficiency, safety, visibility,
communication and maneuvering capabilities to the bridge team navigating the vessel. Our Panamax tankers
typically trade in the North, South and Central Americas primarily carrying crude oil but also clean products.

Our Product tankers have one of the most efficient designs for vessels in this class and feature 10 completely
independent muliiple-grade cargo segregations, which provide increased flexibility over the six segregations
standard in Product tankers. Compared to standard vessels in this class, our Product tankers also have more powerful
engines that provide flexibility to respond to weather conditions and market demands and a tank design that permits
quicker discharge and reduced tank preparation time to load the next cargo. Our Product tankers currently trade
primarily in the Caribbean and the Transatlantic and primarily carry clean products such as gasoline, diesel and
Jjetfuel.




QOur Charters

The following summary of the material terins of the Charters does not purport to be complete and is subject to,
and qualified in its entirety by reference to, all the provisions of the Charters. Because the following is only a
summary, it does not contain all information that you may find useful. For more complete information, you should
read the entire Time Charter Party for each Vessel incorporated by reference as an exhibit to this Annual Report on
Form [10-K.

General

Our wholly owned subsidiaries have time chartered our Vessels to the Charterers. Upon completion of our
initial public offering in November 2004, each of our Initial Vessels was chartered for a fixed term expiring in
November 2009, followed by three one-year options exercisable at the option of the Charterers. In January 2006, in
connection with our acquisition of the Additional Vessels from Stena, the fixed term for one of our Product tankers
(Stena Consul) and one of our Panamax tankers (Stena Compatriot) was extended to November 2010, followed by
three one-year options exercisable by the Charterer and the fixed term for one of our Product tankers (Stena
Concord) and one of our Panamax tankers {Stena Companion) was reduced to November 2008, followed by three
one-year options exercisable by the Charterer. The terms of the Charters for our V-MAX tankers were not amended.

The fixed charter period for the two Additional Vessels that we acquired in January 2006 expires in January
2009. At the end of the initial three-year period, both we and the Charterer have the option to extend the time
charters on a vessel-by-vessel basis for an additional 30 months. Furthermore, if the Charterer exercises the
30-month opticn, there will be two additional one-year options, exercisable by the Charterer.

We have agreed to guarantee the obligations of each of our subsidiaries under the Charters.

The Charterers are Siena Bulk AB, a wholly owned subsidiary of Stena, and CM V-MAX I Limited and CM
V-MAX II Limited, each a wholly owned subsidiary of Concordia.

Under the Charters, we are required to keep the Vessels seaworthy, and to crew and maintain them, Northern
Marine performs those duties for us under the ship management agreements described below. If a structural change
or new equipment is required due to changes in law, classification society or regulatory requirements, the Charterers
will be required to pay for such changes if the cost is less than $100,000 per year per vessel. Otherwise the cost of
any such improvement or change will be shared between us and the Charterer of the Vessel based on the remaining
charter period and the remaining depreciation period of the Vessel (calculated as 25 years from the year built). The
Charterers are not obligated to pay us charterhire for off-hire days of fewer than five days per Vessel per year, which
include days a Vessel is unable to be in service due to, among other things, repairs or drydockings. Each Charter also
provides that the Basic Hire will be reduced if the Vessel does not achieve the performance specifications set forth in
the Charter. However, under the ship management agreements described below, Northern Marine will reimburse us
for any loss of or reduction in Basic Hire, in excess of five days during any twelve-month period following the date
the vessels are delivered to us, net of any proceeds we receive from our off-hire insurance.

The terms of the Charters do not provide the Charterers with an option to terminate the Charter before the end
of its term except in the event of the total loss or constructive total loss of a Vessel. In addition, each Charter provides
that we may not sell the related Vessel without the Charterer’s consent, which consent may be withheld in the
Charterer’s sole discretion.

At the time we acquired our two V-MAX Vessels, these Vessels were sub-chartered by Concordia to Sun
International. The sub-charter with Sun International relating to the Stena Victory expired on October 20, 2007, The
sub-charter with Sun International relating to the Stena Vision was criginally due to expire within 30 days of June 30,
2007. However, because that vessel was off-hire for repairs, Sun International has exercised its right to exiend the
term of the sub-charter relating to the Stena Vision so that it is now due to expire within 30 days of July 31, 2008.

The sub-charter rate that Concordia received from Sun International with respect to the Stena Victory, and the
sub-charter rate that Concordia continues to receive from Sun International with respect to the Stena Vision, is
greater than the Basic Hire rate that we receive from Concordia. Therefore, we earned Additionat Hire revenue
while the Stena Victory was sub-chartered to Sun International, and we continue to earn Additional Hire revenue
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while the Stena Vision is sub-chartered to Sun International. The amount of this Additional Hire is equal to the
difference between the amount paid by Sun International under its sub-charters with Concordia and the Basic Hire
rate in effect, less ship broker commissions paid by the Charterer in an amount not to exceed 2.5% of the charterhire
received by the Charterer and commercial management fees paid by the Charterer in an amount not to exceed 1.25%
of the charterhire received by the Charterer. The Additional Hire revenue associated with the ongoing Sun
International sub-charter of the Stena Vision is guaranteed, meaning that we are paid the Additional Hire revenue by
Concordia whether or not Vessel is in service during the term of the Sun International sub-charter.

Immediately following the expiration of the sub-charter of the Stena Victory with Sun International, on
October 20, 2007, the Vessel commenced operating under a new two-year sub-charter agreement between
Concordia and Eiger Shipping, S.A. an affiliate of the shipping branch of LukQil, commonly known as Litasco.
In addition, immediately following the expiration of the sub-charter of the Stena Vision with Sun International, we
expect the Vessel to commence operating under a new two-year sub-charter agreement between Concordia and
Eiger Shipping. The sub-charter rate that Eiger Shipping is obligated to pay to Concordia is greater than the Basic
Hire rate that we will receive from Concordia. Therefore, we expect to earn Additional Hire revenue while the V-
MAX vessels are under the Eiger Shipping sub-charters in addition to the guaranteed Basic Hire. The Additional
Hire revenue will not be exposed to fluctuations in spot market rates. Additional Hire for the V-MAX tankers under
the Eiger Shipping sub-charters will be based on the time charter hire received by Concordia under the sub-charters.
Additional Hire revenues under the Eiger Shipping sub-charters are not guaranteed, meaning that we will earn
Additional Hire only when the Vessels are in service. In the event that the V-MAX tankers are off-hire, we will not
be eligible to earn Additional Hire revenue from the profit sharing provisions on the days that the Vessel is off-hire.
Based on the time charter rates under the Eiger Shipping sub-charters and assuming that both V-MAX vessels
operate for 90 days per quarter, we expect the V-MAX tankers to generate Additional Hire revenues of approx-
imately $350,000 per Vessel per quarter in addition to the guaranteed Basic Hire levels, while the Vessels are sub-
chartered to Eiger Shipping.

The Vessels that we have time chartered to Stena Bulk are not currently subject to any sub-charters. Stena has
agreed to guaranice the performance of Stena Bulk under the Charters, including payment of charterhire.

Basic Hire Under Our Charters

The Charters provide for the payment of Basic Hire fees that increase annually by an amount equal to the
annual increase in the fees under our ship management agreements, which are described below under the heading
“Our Ship Management Agreements.” The Basic Hire rate for each of the Vessels is payable monthly in advance and
will increase annually by an amount equal to the annual increase in the fee payable under the applicable ship
management agreement. The Basic Hire under the charters for each vessel type during each charter year is set forth
below. The first charter year for the Initial Vessels commenced on November 10, 2004. Each subsequent charter
year will begin on November 11 of the applicable year and end on the subsequent November 10. The first charter
year for the Additional Vessels commenced on January 5, 2006. Each subsequent charter year will begin on January
5 of the applicable year and end on the subsequent January 4. In 2011, the charter period for the Additional Vessels
may be extended for a six month-period beginning on January 5 and ending on July 4 and subsequent charter years
will begin on July 5 and end on July 4. Stena and Concordia have each agreed to guarantee the obligations of their
respective subsidiaries under the Charters,



The following table sets forth the daily Basic Hire, daily base operating costs and operating margin for our two
V-MAX vessels, the Stena Vision and the Stena Victory. The operating margin is calculated by subtracting the
amount of the base operating costs from the amount of Basic Hire.

Period Basic Hire Base Operating Costs  Operating Margin
Nov. 11,2007 —Nov. 10,2008 .. .................. $36.,882 $ 8,682 $28,200
Nov. 11,2008 —Nov. 10,2009 . .. ... ... .......... 37,316 9,116 28,200
Nov. 11, 2009 — Nov. 10, 2010 (Option Year 1}(1)...... 37,772 9,572 28,200
Nov. 11, 2010 — Nov. 10, 2011 (Option Year 2)........ 38,251 10,051 28,200
Nov. 11, 2011 — Nov, 10, 2012 (Option Year 3)........ 38,753 10,553 28,200

(1) The Charterers have the option to extend the Charters on a vessel-by-vessel basis for 3 additional 1 year terms.
There can be no assurance that the Charterer will exercise any option.

The following table sets forth the daily Basic Hire, daily base operating costs and operating margin for our two
vessels, the Stena Companion and the Stena Concord, with initial charter expiration dates in 2008.

Stena Companion Stena Concord
Base Operating Operating Base Operating Operating
Period Basic Hire Costs Margin Basic Hire Costs Margin

Nov. 11, 2007 — Nov. 10, 2008 .. . $18,300 $6,656 311,650 $16,335 36,135 $10,200
Nov. 11, 2008 — Nov. 10, 2009

(Optien Year 1)(1) ........... 18,639 6,989 11,650 16,642 6,442 10,200
Nov. 11, 2009 — Nov. 10, 2010

(Option Year 2} ............. 18,989 7,339 11,650 16,964 6,764 10,200
Nov. 11, 2010 — Nov. 10, 2011

(Option Year 3) ............. 19,356 7.706 11,650 17,303 7.103 10,200

(1) The Charterers have the option to extend the Charters on a vessel-by-vessel basis for 3 additional 1 year terms.
There can be no assurance that the Charterer will exercise any option.

The following table sets forth the daily Basic Hire, daily base operating costs and operating margin for our two
vessels, the Stena Compatrior and the Stena Consul, with initial charter expiration dates in 2010. The operating
margin is calculated by subtracting the amount of the base operating costs from the amount of Basic Hire.

Stena Compatriot Stena Consul
Base
Base Operating Operating Operating Operating
Peried Basic Hire Costs Margin Basic Hire Costs Margin
Nov. 11, 2007 — Nov. 10, 2008 .. .... 318,306 $6,656 $11,650 $16,335  $6,135 510,200
Nov. 11, 2008 — Nov. 10, 2009 . . .. .. 18,639 6,989 11,650 16,642 6,442 10,200
Nov. 11, 2009 — Nov. 10, 2010 ... ... 18,989 7,339 11,650 16,964 6,764 10,200
Nov. 11, 2010 — Nov. 10, 2011
(Option Year 1)(1) ... ........... 19,356 7,706 11,650 17,303 7,103 10,200
Nov. 11, 2011 — Nov. 10, 2012
(Option Year 2) .. ... ........... 19,741 8,091 11,650 17,658 7,458 10,200
Nov. 11, 2012 — Nov. 10, 2013
(Option Year 3) . ............... 20,145 8,495 11,650 18,031 7,831 10,200

(1) The Charterers have the option to extend the Charters on a vessel-by-vessel basis for 3 additional | year terms.
There can be no assurance that the Charterer will exercise any option.
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The following table sets forth the daily Basic Hire, daily base operating costs and operating margin for our two
Additional Vessels, the Stena Concepr and the Stena Contest.

Base Operating

Period Basic Hire Costs Operating Margin
Jan, 5,2007 —Jan 4, 2008 . ... ... ... .o oo $20,043 $5.843 $14,200
Jan. 5,2008 —Jan. 4,2009 . . . ... ... ... o 20,335 6,135 14,200
Jan. 5, 2009 — Jan. 4, 2010 (Option Period 1)(1) ... ........ 17,942 6,442 11,500
Jan. 5, 2010 — Jan. 4, 2011 (Option Year 1). . .. ........... 18,264 6,764 11,500
Jan. 5, 2011 — July 4, 2011 (Option Period 1} .. ........... 18,603 7,103 11,500
July 5, 2011 — July 4, 2012 (Option Period 2)(2y. . ...... ... 21,158 7458 13,700

July 5, 2012 — July 4, 2013 (Option Period 3) ............ 21,531 7.831 13,700

(1) At the end of the initial fixed charter period expiring on January 4, 2009, either we or the Charterers may extend
the Charters on a vessel-by-vessel basis for an additional 30-month period expiring on July 4, 2011, If the
Charterer extends the Charter for this 30-month period, we would be eligible to earn Additional Hire in addition
to Basic Hire. If we extend the Charter for this 30-month period, we would not be eligible to earn Additional
Hire during this period. There can be no assurance that the Charterer will exercise any option.

(2) This period is the first for which the Charterer has the option to extend the Charters if the Charterer exercises the
option described in Footnote 1 above. We would not be eligible to earn Additional Hire over the term of such
extension. There can be no assurance that the Charterer will exercise any option.

Additional Hire Under Our Charters

Under the Charters, in addition to the fixed rate Basic Hire, each Vessel has the possibility of receiving
Additional Hire from the Charterers through profit sharing arrangements related to the performance of the tanker
markets on specified geographic routes, or from actual time charter rates. The Additional Hire, if any, in respect of
each Initial Vessel, is payable on the 25th day following the end of each calendar quarter. Additional Hire is not
guaranteed under our Charters.

The Additional Hire, if any, payable in respect of an Initial Vessel, other than the V-MAX tankers as described
below, for any calendar quarter is an amount equal to 50% of the weighted average hire, calculated as described
below, for the quarter after deduction of the Basic Hire in effect for that quarter. The weighted average hire is a daily
rate equal to the weighted average of the following amounts:

+ a weighted average of the time charter hire per day received by the Charterer for any periods during the
calculation period, determined as described below, that the Initial Vessel is sub-chartered by the Charterer
under a time charter, less ship broker commissions paid by the Charterer in an amount not to exceed 2.5% of
such time charter hire and commercial management fees paid by the Charterer in an amount not to exceed
1.25% of such time charter hire; and

» the time charter equivalent hire for any periods during the calculation period that the Vessel is not sub-
chartered by the Charterer under a time charter.

The calculation period is the twelve-month period ending con the last day of each calendar quarter, except that
in the case of the first three full calendar quarters following the commencement of our Charters, the calculation
period is the three, six and nine month periods, respectively, ending on the last day of such calendar quarter and the
first calendar quarter also includes the period from the date of the commencement of our charters to the
commencement of the first full calendar quarter.

At the time we acquired our two V-MAX tankers, these Vessels were sub-chartered by Concordia to Sun
International Limited Bermuda, which we refer to as Sun International, an indirect wholly owned subsidiary of
Sunoco, Inc.

The sub-charter with Sun International relating to the Stena Victory expired on October 20, 2007. The sub-
charter with Sun International relating to the Stena Vision was originally due to expire within 30 days of June 30,
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2007. However, because that vessel was oft-hire for repairs, Sun International has exercised its right to extend the
term of the sub-charter relating to the Stena Vision so that it is now due to expire within 30 days of July 31, 2008,

The sub-charter rate that Concordia received from Sun International with respect to the Stena Victory, and the
sub-charter rate that Concordia continues to receive from Sun International with respect to the Stena Vision, is
greater than the Basic Hire rate that we receive from Concordia. Therefore, we carned Additional Hire revenue
while the Stena Victory was sub-chartered to Sun Intemmational, and we continue to earn Additional Hire revenue
while the Stena Vision is sub-chartered to Sun International, The amount of this Additional Hire is equal to the
difference between the amount paid by Sun International under its sub-charters with Concordia and the Basic Hire
rate in effect, less ship broker commissions paid by the Charterer in an amount not to exceed 2.5% of the charterhire
received by the Charterer and commercial management fees paid by the Charterer in an amount not 1o exceed 1.25%
of the charterhire received by the Charterer. The Additional Hire revenue associated with the ongoing Sun
International sub-charter of the Stena Vision is guaranteed, meaning that we are paid the Additional Hire revenue by
Concordia whether or not the Vessel is in service during the term of the Sun International sub-charter.

Immediately following the expiration of the sub-charter of the Stena Victory with Sun International, that Vessel
commenced operating under a new two-year sub-charter agreement between Concordia and Eiger Shipping S.A., an
affiliate of the shipping branch of LukOil, commonly know as Litasco. In addition, immediately following the
expiration of the sub-charter of the Stena Vision with Sun International, we expect the Vessel to commence
operating under a new two-year sub-charter agreement between Concordia and Eiger Shipping. The sub-charier rate
that Eiger Shipping is obligated to pay to Concordia is greater than the Basic Hire rate that we will receive from
Concordia. Therefore, we expect to earn Additional Hire revenue while the V-MAX vessels are under the Eiger
Shipping sub-charters in addition to the guaranteed Basic Hire. The Additional Hire revenue will not be exposed to
fluctuations in spot market rates. Additional Hire for the V-MAX tankers under the Eiger Shipping sub-charters will
be based on the time charter hire received by Concordia under the sub-charters. Additional Hire revenues under the
Eiger Shipping sub-charters are not guaranteed, meaning that we will earn Additional Hire only when the Vessels
are in service. In the event that the V-MAX tankers are off-hire, we will not be eligible to earn Additional Hire
revenue from the profit sharing provisions on the days that the Vessel is off-hire. Based on the time charter rates
under the Eiger Shipping sub-charters and assuming that both V-MAX vessels operate for 90 days per quarter, we
expect the V-MAX tankers to generate Additional Hire revenues of approximately $350,000 per Vessel per quarter
in addition to the guaranteed Basic Hire levels, while the Vessels are sub-chartered to Eiger Shipping.

The Time Charter Equivalent Hire referred to above is a weighted average of day rates calculated using the
parameters set forth below, which we call the Daily Value. The Daily Value is calculated using average spot rates
expressed in Worldscale Points determined by a shipbrokers panel for the routes specified below which are the
routes on which our vessel types generally trade. We refer to these rates as the Average Spot Rates and we refer to
these routes as the Notional Routes. Daily Value is determined as follows:

» multiplying the Average Spot Rate expressed in Worldscale Points by the applicable Worldscale flat rate and
multiplying that product by the cargo size for each vessel type to calculate freight income;

» subtracting voyage costs consisting of brokerage commissions of 2.5% and commercial management fees of
1.25%, bunker costs and port charges to calculate voyage income; and

= dividing voyage income by voyage duration, including time in port, to calculate the Daily Value.

The Time Charter Equivalent Hire is then determined as a weighted average of the Daily Values calculated for
each of the Notional Routes for each of our vessel types. In the case of the V-MAX tankers an amount equal to 10%
of such weighted average is added to the Time Charter Equivalent Hire to adjust for the additional cargo capacity of
V-MAX tankers as compared to a standard VLCC.

The shipbrokers panel, which we call the Brokers Panel, is the Association of Shipbrokers and Agents Tanker
Broker Panel. We can change the panel of brokers to a new panel mutually acceptable to us and the Charterer. On the
last day of each calendar quarter and on the expiration date of the Charter, we and the Charterer will instruct the
Brokers Panel to determine for each Notional Route the Average Spot Rate over any periods during the Calculation
Period that a Vessel is not sub-chartered by the Charterer under a time charter. If Worldscale ceases to be published,
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the Brokers Panel will use its best judgment in determining the nearest alternative method of assessing the market
rates on the specified voyages.

We instruct the Brokers Panel to deliver their determination of the Average Spot Rates no later than the fifth
business day following the instruction to make such determination. The costs of the Brokers Panel are shared
equally between us and the Charterer. For each Calculation Period, the Charterer will calculate the amount of Time
Charter Equivalent Hire and the amount of Additional Hire payable, if any, and deliver such calculation to us no
later than the fifth business day following the date on which the Charterer receives the determination of Average
Spot Raies from the Brokers Panel. These determinations of the Brokers Panel are binding on us and the Charterer.

The Notional Routes and the weighting to be applied to each route in calculating the Time Charter Equivalent
Hire is as follows:

Product tankers: Rotterdam to New York with 37,000 tons clean (40% weight) Curacao
to New York with 38,000 tons clean (60% weight)

Panamax tankers: Curacao to New York with 50,000 tons dirty (50% weight) Augusta to
Houston with 50,000 tons dirty (50% weight)

V-MAX 1ankers: West-Africa to LOOP with 260,000 tons of crude (50% weight)
Middle East Gulf to LOOP with 265,000 tons of crude (50% weight)

Additional terms used in the calculation of Time Charter Equivalent Hire are as follows:

* Calculation of freight income.  The freight income for each Notional Route is calculated by multiplying the
Average Spot Rate for such route, as supplied by the Brokers Panel, by the Worldscale flat rate for such route
as set forth in the New Worldwide Tanker Nominal Freight Scale issued by the Worldscale Association and
current for the relevant period and then multiplying such product by the cargo size for such route.

* Calculation of voyage income. The voyage income for each Notional Route is calcutated by deducting
from the freight income for such route ship broker commissions equal to 2.5% of the freight income,
commercial management fees equal to 1.25% of the freight income, the port charges and bunker costs (equal
1o the bunkers used multiplied by the bunkers prices) specified below for each Vessel. Bunkers used are
determined based on speed, distance and consumption of bunkers at sea and in port.

e Calculation of voyage duration. The voyage duration for each Notional Route is calculated using the
distance, speed and time in port specified below for each Vessel.

¢ Dara used in calculations. The following data is used by the Charterer in the above calculations:
* Bunkers in port

For Product tankers: 40 tons per voyage all-inclusive loading and
discharging ports.

For Panamax tankers: 65 tons per port call all-inclusive loading and
discharging ports.

For V-MAX tankers: loading 12 tons per day; idling 3 tons per day;
discharging 145 tons per day.

* Bunker prices

For Product tankers and Panamax tankers: the mean of the average
prices during the quarter for Marine Fuel Oil grade IFO 380 CST
prevailing at Houston, New York and Curacao as published by Platts
Bunkerwire, or similar publication, plus barge delivery charges in
amount equal to the average barge delivery charges in the applicable
port over the prior twelve-month period.
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+ Port charges

* Time in port

+ Distance

+ Speed and consumption at sea

For V-MAX tankers: the mean of the average prices during the
quarter for M